General Business Conditions 


HE reports from business during the 
past month have supplied indications 
that the upswing which began last 
October is finally levelling off, and 
when all the February figures are in 
it is probable that they will show little or no 
gain in productive activity over the January 
rate. This is in accord with conservative expec- 
tations. The rise in industrial operations in 
preparation for Spring business started early 
this vear. Hence an early flattening out may be 
accepted as inevitable, and as essentially one 
of the seasonal fluctuations in activity, though 
occurring before its accustomed time. 

Through December and January the rise in 
industrial output was rapid. It lifted the gen- 
eral rate of operations, measured with allow- 
ance for differences between seasons, to the 
highest point since the Summer of 1933. The 
index of industrial production compiled by the 
Federal Reserve Board stood for January at 
90 per cent of the 1923-25 average. This com- 
pares with 86 the peak of the upswing last 
Spring, with 78 a year ago, and with 100 in 
July, 1933. Except for three months in 1933 it 
is the highest since 1930. 

This advance fulfills all reasonable expecta- 
tions, in view of the unemployment, the con- 
tinued stagnation of the capital markets and 
the construction industries, and all the uncer- 
tainties hanging over the economic situation. 
It has sent 1935 off to a good start, and the 
late Easter and the opening up of outdoor 
occupations are favorable seasonal factors 
whose effects are still to be felt. They will 
help to sustain business, and may give new 
support to some of the industries, particularly 
those selling consumers’ goods, whose order 
books are now running down. However, it 
would be expecting a great deal to look for the 
industries as a whole to pile further gains upon 
those already described. Without such gains 
the seasonally adjusted indexes compiled by 
the Reserve Board and other authorities will 
naturally take a downward turn. 
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Stimulus of Gold Clause Decisions 
Short-Lived 


Business men are hopeful in their expecta- 
tions, but conservative in their operations. It 
had been believed in some lines that the gold 
clause decisions, by removing one element of 
uncertainty, would stimulate the markets, es- 
pecially in textiles, but the stimulus was short- 
lived, and the volume of business disappoint- 
ing. The hopes from this quarter rested upon 
the assumption that the impending decisions 
had caused a large scale postponement of buy- 
ing. Apparently this was less true than the 
optimists believed. The evidence of the mar- 
kets is that the tenor of the decisions had been 
anticipated, or that in any event they were 
considered unlikely to lead to another change 
in the value of the dollar, or to affect com- 
modity prices. 

Other developments of the month have prob- 
ably played a minor part in influencing busi- 
ness sentiment, but have emphasized the un- 
certainties. The vote in the Senate to require 
the payment of prevailing wage scales on the 
public works relief projects would overrule 
one of the sound principles laid down by the 
President, namely, that compensation on relief 
work should be less than that afforded by 
private employment, in order to keep down the 
cost so that more work may be given; and to 
give workers an incentive to seek private em- 
ployment, so that the relief burden may not be 
perpetuated. In addition, the Federal Govern- 
ment should not be in the position of blocking 
wage adjustments where they are obviously 
needed, as in construction. 

Also, this dispute delays the program. All 
business men, including those who doubt the 
merits and long-run effectiveness of the works 
expenditures, count upon them to supply at 
least temporary purchasing power for 1935 
trade. The other side of the delay, of course, 
is that the expenditures are still to be made, 
and will be as effective in trade at one time as 
another. The Federal Treasury has not been 
spending during February at the rate that will 
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be necessary if the estimates made in the budg- 
et speech are to be reached. These estimates 
called for an average monthly disbursement 
of $760,000,000, but February expenditures of 
all kinds were about $540,000,000. 


Automobiles Up; Steel Operations Down 

Among the industries chief interest has cen- 
tered upon automobiles and steel, which have 
moved in opposite directions, automobiles 
showing further expansion and steel opera- 
tions contracting. This is unusual, since auto- 
mobile takings constitute the largest item in 
steel orders under present conditions, and the 
divergence is not likely to last long; but from 
which direction it will be closed is not readily 
predictable. 

The automobile manufacturers are having a 
highly satisfactory season thus far. General 
Motors reported 131 per cent larger sales to 
consumers in January than in the same month 
last year, and the figures of the other leaders 
are similar. Total new passenger car registra- 
tions for the month are estimated at 137,000 
against 61,242, and trucks 36,000 against 22,903. 
Reports of sales in early February indicate 
that the usual seasonal gain was made over 
the January figures. 

Production in January was 292,765 cars and 
trucks, the estimate for February is 340,000, 
the best for the month since 1929, and factory 
schedules call for another increase in March. 
Of course this output is building up dealers’ 
stocks. With allowance for exports, it may be 
estimated that up to 75,000 passenger cars 
were added to stock during January. Just 
when this increase will make it advisable to 
call a halt in the mounting factory operations 
will depend upon sales over the next few 
weeks. However, the early start and rapid 
advance in production this year will probably 
bring the peak output somewhat earlier than 
usual, 

Steel ingot production dropped from 52.8 
per cent of capacity in the first week of Feb- 
ruary to 47.9 in the last week. The decline 
follows the building up of stocks of automo- 
bile steel at some plants, and a slackness in 
orders from outlets other than automobiles 
and farm implements. There is obviously a 
limit to the volume of steel that can be ab- 
sorbed at a time when the construction indus- 
try and the railroads and rail equipment com- 
panies are giving as little support as they are 
now, and that limit seems to have been 
reached. The steel decline puts fresh emphasis 
on the importance of reviving the capital 
goods industries to carry through the recovery. 

Building contracts awarded during January 
were 48 per cent below last year and in the 
first half of February 34 per cent below, ac- 
cording to the F. W. Dodge reports covering 
37 Eastern States. In both periods the decline 


was principally in public works awards, which 
were heavy in the early weeks of 1934. Resi- 
dential contracts were larger in January, but 
lower in February. In general, private build- 
ing is starting off at the same low level that 
has prevailed over the past three years. The 
National Association of Real Estate Boards 
presents a survey of 268 cities which shows 
residential rents advancing and vacancies de- 
creasing, and a shortage of single family dwel- 
lings in more than half of the cities covered. 
Nevertheless, costs of construction are higher 
than property values, and this disparity damp- 
ens all efforts to revive the building industry. 


Trade Hesitant 

Wholesale business in most lines has made 
a poorer showing in February than in January, 
and in the primary textile markets the situa- 
tion has been especially disappointing. Cotton 
mills have been selling less than their produc- 
tion for over two months, and eating into their 
unfilled orders steadily. This is already forcing 
curtailment in the fine goods division, and un- 
sold stocks are reported accumulating in other 
quarters. 

Silk markets have been somewhat similar. 
Mill takings of raw silk in December and 
January, 41,000 and 47,500 bales respectively, 
were substantially above a year earlier, and 
probably in February likewise. Fabric sales, 
however, have been disappointing. This is true 
of rayon fabrics also, and prices of both have 
weakened. Business in woolens has been slow 
but woolen mills with some exceptions are 
still well engaged on orders in hand, and may 
go from the Spring goods season, which was 
late, into Fall goods without much of an in- 
tervening recession. 

Unless business improves some curtailment 
of textile operations is in prospect. Neverthe- 
less, it is too early to charge off the Spring 
buying season as a loss. Buying last Fall was 
late and Easter is late, and there are abundant 
precedents for buying movements in March, 
which would be in time to sustain mill activity. 

Retail trade appears to be hesitant, for al- 
though it is running ahead of last year the 
margin of gain is narrower than at the end of 
1934, and the decline from the holiday peak 
has been somewhat greater than usual. De- 
partment store sales in January were 4 per cent 
over 1934, chain store and mail order sales 5.3 
per cent larger on the average. February fig- 
ures are expected to be relatively better. There 
is little reason for dissatisfaction with these 
sales, for retail business during the first quar- 
ter of 1934, with which the comparisons are 
being made, showed the most striking im- 
provement since the beginning of the depres- 
sion. However, merchants are cautious. 

Unquestionably there are favorable factors 
in the prospect for Spring trade. The Depart- 
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ment of Agriculture continues its assurances 
that farm income during the next few months 
wil! be larger than in the same period last year. 
The city population will have to pay more for 
food, but general merchandise prices are a 
little lower. Payrolls during January and Feb- 
ruary were larger than a vear ago, the gain in 
the former month having been 18.7 per cent, 
and this is a greater increase than the rise in 
the cost of living, which according to the Na- 
tional Industrial Conference Board was 5.3 
per cent. 

It is a very important consideration that the 
price structure in general is better balanced 
than it has been since it was thrown into dis- 
order in 1929. That is to say, fewer groups are 
far out of line with other groups. Farm prices 
and industrial prices are closer to each other. 
Inevitably improvement of this kind promotes 
the exchange of goods. The disheartening side 
of the picture is that the improvement is 
achieved by promoting scarcity instead of 
abundance, and upheld by artificial measures. 
This is the basic cause of the unemployment, 
and from unemployment are derived the fiscal 
and other problems which are the chief sources 
of uncertainty and restraint, and which pre- 
vent the capital goods industries from con- 
tributing their share to a truly balanced for- 
ward movement. 


The British Commodity Speculations 


A series of spectacular failures in the 
London commodity markets, associated with 
the collapse of pool operations in pepper and 
shellac and pronounced weakness in tin, have 
occupied a prominent place in the month’s 
news. Naturally there has been some appre- 
hension that these developments might indi- 
cate a general weakness in commodity situa- 
tions, or that the financial difficulties might 
spread. Tlowever, the story appears to be the 
familiar one of misjudgments by individuals 
of special situations, and of futile attempts at 
price fixing or control of supplies. There is 
no reason to believe that speculation has been 
pushed to such a vulnerable extent in the more 
important world commodities, or in the mar- 
kets in this country. No analogy exists with 
other failures, such as the Hatry failure in 
1929, which came at the climax of a prolonged 
speculative rise or boom embracing all mar- 
kets, for there has been no such general boom. 
In fact, the chief complaint of the inflationists 
is that prices are not higher and the markets 
more active. 

This view of the matter narrows consider- 
ably the significance of the failures. Never- 
theless, a lesson may be drawn as to the 
punishment which falls upon speculators who 
make mistakes; and the reminder is appro- 
priate, in view of all the talk of inflation that 
has affected the public mind for two years or 
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more, predisposing it to the belief that com- 
modities may be advanced by monetary meas- 
ures and hence tempting the incompetent and 
uninformed to speculate on that ground. In 
this country the lesson was learned in the 
Summer of 1933; and there is no reason to 
think that the markets here have been seri- 
ously overextended by speculation since that 
time. The few exceptions, such as the run-up 
in rubber to nearly 16 cents at the time of the 
export restrictions, which was followed by a 
break to 12 cents, have caused no general dis- 
turbance. 

Intelligent speculation, such as an experi- 
enced business man undertakes when he covers 
forward requirements, performs a useful func- 
tion in the economic system. It gives pro- 
ducers the benefit of higher prices earlier than 
would otherwise be the case, and gives the 
start to business earlier. On the other hand, 
every upward movement in the hands of un- 
informed speculators is certain to run away, 
and to bring upon them appropriate and effi- 
cacious punishment. Whether the economic 
situation in general is affected depends entirely 
upon the extent of the speculation. 


Livestock Position Strong 


The strongest rise in commodity prices in 
this country since the first of the year has been 
in livestock and products affected by the feed 
situation, notably hogs, lard and cotton seed 
oil, eggs and dairy products. Undoubtedly 
speculation has been active in some of these 
markets, but it would be risky to classify it 
as uninformed or unintelligent, in view of the 
strength of their statistical positions; and if 
the upward movement in any market has been 
too fast this strength will make the correction 
much less disturbing than would otherwise 
be possible. 

Hogs have advanced to a top of over $9 in 
Chicago, the best price since 1930, and the 
Department of Agriculture expects further 
advances later, though the usual Spring de- 
cline may intervene. The January slaughter 
was the smallest for the month since 1911. 
That a genuine scarcity of hogs and hog 
products is in prospect is unquestionable. On 
January 1 the number of hogs on farms was 
the smallest in fifty years, only 37,000,000, ac- 
cording to the Department’s report, compared 
with 57,200,000 one year earlier and 61,320,000 
on January 1, 1933, the peak of recent years. 
The Department estimates that the number 
of sows to farrow this Spring will be 17 per 
cent smaller than last year, which with an 
equal number of pigs saved per litter would 
give a Spring pig crop of 32,000,000. Thus the 
total number of hogs to supply both breeding 
stocks and slaughter this year may be placed 
at 69,000,000, whereas the usual slaughter is 
between 70,000,000 and 80,000,000, excluding 
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deaths on farms. The estimate of the Depart- 
ment is that slaughter supplies up to Septem- 
ber 30 will be 40 to 45 per cent smaller than 
last year, and of course this scarcity cannot 
be relieved until next Fall’s pig crop comes 
to market in the Spring of 1936. 

Moreover, hogs are being marketed at short 
weights due to the shortage of feed. Average 
weights made a better showing in January 
than toward the end of 1934, but were 14 
pounds below a year ago. 

This decline in hog slaughter naturally 
causes an equal or greater decline in lard pro- 
duction, and the advance in lard has gone 
further, with the Chicago price up to 13.50 
cents, from 4.50, the low point of 1934. Cot- 
ton seed oil has shared this rise. Apparent con- 
sumption of cotton seed oil during the first 
half of the crop year (August 1-January 31) 
was 2,044,000 barrels, an increase of 612,000, 
or 43 per cent, over a year ago. This gain 
may represent accumulation in distributors’ 
hands to some extent, but with the drop in the 
lard supply all the available oil will be needed. 
Moreover, the cotton crop will be restricted 
again this year. Though at the beginning of 
this season there was a large surplus of oil ac- 
cumulated during the depression, the total 
supply of these two fats in prospect for the 
next twelve months is the smallest in many 
years, and perhaps 30 per cent or more below 
the average of the past five years. 

The number of cattle on farms January 1 
was 60,700,000, a reduction of 7,300,000 during 
the year, which is much the largest decrease 
ever made in one year. The number of milk 
cows was 1,000,000 less than a year earlier and 
with dairymen feeding 20 per cent less con- 
centrates the production of milk per cow has 
been nearly the lowest on record. Prices of 
milk for city distribution are 10 to 15 per cent 
higher. Butter stocks February 1 were down 
to 18,000,000 pounds and still decreasing, and 
production in recent weeks has run around 
15 per cent below last year. Prices early in 
the month were the highest in five years, and 
are high enough to attract a fair volume of 
imports. 

Farm flocks of poultry have been reduced 
due to the cost of feed. Egg production con- 
sequently is smaller. Prices of dairy products 
and eggs usually decline in the Spring, but 
evidently the drop this year should be less 
than usual. 


The Grain and Feed Markets 


In the markets mentioned the price ad- 
vances have been due in last analysis to the 
feed situation, plus the effects of the Govern- 
ment operations in reducing hog and cattle 


numbers. Prices of feed have been out of 
line with the prices of livestock, butterfat and 


eggs, and the only way to bring them into 
equilibrium, in view of the shortage of feed, 
was to reduce the numbers of livestock and 
poultry, leading eventually to the reduced sup- 
plies now in evidence. 

Naturally, the reduction in numbers of live- 
stock to be fed has its effect in turn upon the 
feed markets, which are lower than in Decem- 
ber, when the season’s peak was reached. The 
feeders have husbanded their supplies with 
care, and have been favored by open weather 
permitting outside operations; the use of corn 
from October through December was less than 
580,000,000 bushels compared with 920,000,000 
the previous year. Also, they are drawing on 
other countries for feed supplies to an extent 
new in our history, making heavy purchases of 
Argentine corn and oats and Canadian feed 
wheat, hay and millfeeds, and smaller quanti- 
ties of these and other feedstuffs from many 
countries. 

Thus far these imports have made up com- 
paratively little of the deficit, but they are 
reaching larger totals each month. In an- 
other two months new crop Argentine corn 
will be arriving, and a substantial supply can 
be had. The crop is estimated at 433,000,000 
bushels, of which about 375,000,000 will be 
available for export, compared with 200,000,- 
000 in each of the past two years. Based on 
current prices for May corn in Buenos Aires, 
this corn could be landed at United States 
ports for around 75 cents, including the 25 
cent duty. 

Thus the feed situation is being balanced 
from both directions, and prices of feed and 
of livestock are coming into their normal re- 
lationships again. This will eliminate the 


.loss that feeders and dairymen have incurred 


in their operations, and by Fall the relation- 
ship may be in their favor. 

The imports of foreign grain are beneficial 
to both this country and the shipper. They 
supply urgent needs here, and they give the 
shipping country dollars which in last analysis 
will be spent here. They will permit the coun- 
try receiving the dollars either to buy more 
American goods or to pay debts owed here. 
Always the advantages in trade are mutual. 


Drouth Continues 


As a rule there is little to say about the 
wheat markets at this time of the year, since 
the old crop situation is becoming an old story 
and the new crop is still a mystery. However, 
the shortage of moisture in the Dakotas and 
the Western part of the Southwestern Winter 
wheat area is becoming increasingly grave. 
This was the area worst ravaged by drouth 
last year, and it has had subnormal rainfall 
ever since September. The heavy dust storms 
now reported eloquently testify to the situa- 
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tion. We give below the officially reported 
percentages of normal precipitation in the 
States most affected, by months: 


Nov. Dec. 
North Dakota .... 
South Dakota .... 
Nebraska 
Kansas 
Oklahoma 
Texas 
Wyoming 
Colorado 104 64 


* Excess chiefly in Eastern portions. 








These figures make it plain that the drouth 
has not been broken in this vast area, that the 
deficiency of sub-soil moisture is greater than 
ever, and that exceptionally favorable condi- 
tions will be necessary to raise good crops 


this year in the great wheat States which are 
included. 


Money and Banking 





Exchange rates for foreign currencies re- 
acted upwards following the Supreme Court 
gold clause decisions, as speculators and others 
who had bought dollars on the chance that a 
decision adverse to the Government might 
lead to an upward revaluation of the dollar, 
turned sellers. Quotations on gold bloc cur- 
rencies were generally firmer, French francs 
rising from 6.57% cents, which was below the 
gold point, to 6.65% cents, or above parity. 
On February 23 the Italian Government an- 
nounced a new series of import quotas, de- 
signed to correct the adverse balance of pay- 
ments and so aid in maintaining the value of 
the lira. 

Sterling exchange responded to the Supreme 
Court decision with an initial spurt from $4.86 
to $4.89%4, but later reacted to $4.84, appar- 
ently affected by adverse commodity develop- 
ments in Great Britain. In terms of French 
francs, British exchange dropped to a new low 
record of 72.92 francs to the pound, while gold 
in London rose to a new peak of 144 shillings 
1 pence an ounce, equivalent to $2.86%4 for the 
pound in the former United States currency. 


U. S. Gold Stocks Increase 


With the rise of gold currencies, and of the 
price of gold in London, new purchases of gold 
for American account have become unprofit- 
able. Gold stocks of the United States, how- 
ever, have continued to be increased by the 
arrival of gold already purchased, including 
$30,000,000 on the 21st, believed to be for the 
account of the United States stabilization fund 
which was understood to have given support 
to the foreign exchanges during the period of 
uncertainty over the gold clause cases. Count- 
ing the aforementioned shipment, gold re- 
ceipts, all told, since the gold clause cases first 
came to the front in the middle of January, 
have amounted to around $215,000,000, carry- 


ing monetary gold stocks of the country to 
a new high level of $8,524,000,000. 


Bank Reserves at New Peak 


Member bank reserves increased by another 
$100,000,000 during the first three weeks of 
February to a new high record. This increase 
occurred in spite of a seasonal rise of about 
$100,000,000 of money in circulation, and was 
due to heavy gold imports and to large pay- 
ments of Government money out of Treasury 
cash and balances at the Reserve Banks. 

Reckoning from the first of the year, the 
total increase of bank reserves has been some- 
thing like $500,000,000, representing an addi- 
tion of more than $5,000,000,000 to the credit- 
making capacity of the banking system in less 
than two months’ time. Owing to the inability 
on the part of the banks to find outlet for their 
funds, the continued piling up of reserves re- 
sults only in the further accumulation of “ex- 
cess” reserves, the total of which during the 
month reached the unprecedented levels of 
$900,000,000 for New York City banks alone 
and $2,290,000,000 for all members of the 
Reserve System. 

Money rates continued unchanged at mini- 
mum levels, the only feature of the market 
being the inauguration by the Treasury of a 
new policy of increasing the amount of its 
weekly bill offerings from $75,000,000 to $100,- 
000,000, divided equally between 6 and 9 
months maturities, thus enabling the Govern- 
ment to avail itself of the extremely low rates 
of interest in the short-term market. On Feb- 
ruary 27, the Treasury sold its first issue of 
$100,000,000 at 0.108 per cent for six months, 
and 0.166 per cent for nine months — rates 
which are indicative of the state of the money 
market. 


High Grade Bonds at New High Levels 

Government and other high grade bonds 
responded strongly to the Supreme Court de- 
cisions and to other factors generally regarded 
as bullish, including further increase of bank 
reserves and the Treasury announcement that 
the regular March 15 financing would involve 
no new money, but would be confined to re- 
funding. At that time the Treasury is ex- 
pected to make an exchange offer, covering 
both the $528,000,000 of 214% Treasury notes 
maturing March 15, and $1,870,000,000 of 
Fourth Libertys called for April 15. Second 
grade railroad bonds were weak, reflecting 
poor earnings statements, and talk of impend- 
ing receiverships. 


Business Profits in 1934 


The annual reports of corporations for 1934 
which have thus far been made public reveal 
a mixed showing as to the trend of profits com- 
pared with 1933. Earnings of manufacturing 
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and trading companies as a whole made a 
substantial increase, while those of railroads 
and public utilities generally showed declines. 

Evidence of progress in reestablishing the 
manufacturing and merchandise industries on 
a profitable basis appeared in the reports of 
840 companies so far available which revealed 
an increase in total profits, less deficits, from 
$471,000,000 in 1933 to $673,000,000 in 1934, or 
43 per cent. The combined net worth of these 
companies as of January 1, 1934 was approxi- 
mately $13,491,000,000, and earnings are cal- 
culated after allowance for taxes and interest, 
but before dividends. The ratio of earnings 
to net worth was 5.0 per cent. 

The Class I railroads, on the other hand, 
which in 1933 were in the red to the extent of 
$13,801,000 after all charges, made a still 
more unfavorable record with a deficit of $28,- 
600,000 in 1934 (December figures estimated). 
This makes the third year during which the 
railroad system as a whole has operated at a 
deficit, the cumulative total of which now 
amounts to $193,000,000. While some par- 
ticularly favored companies have been able to 
operate at a profit, in general the $12,000,000,- 
000 of shareholders’ capital invested in the rail- 
roads has not only earned nothing since 1931, 
but has been partly dissipated in meeting ne- 
cessary expenses. 


A group of 40 public utility operating com- 


panies supplying electricity, gas, etc., reported 
a decline of 11.3 per cent in their combined net 
income last year, following a decline of 16.1 
per cent the preceding year. 


Trend of Earnings by Quarters 


The sharp rise in manufacturing and trading 
company profits for the year 1934 as a whole 
is due entirely to gains made in the first half 
year, since profits in the latter half fell below 
those of the preceding year. The following 
summary of quarterly net profits of a group 
of 200 leading industrial corporations indicates 
the general trend of earnings during the course 
of the year and the marked change that oc- 
curred in the comparisons of the quarterly re- 
sults for the two years: 


Quarterly Net Profits of 200 Industrial Corporations 
In Thousands of Dollars 
Quarter 1933 1934 


First $D-31,793 $103,386 + — 
Second . ose 84,211 156,509 + 85.8 
Third 133,459 95,708 — 28.3 
Fourth 71,287 61,147-P — 14.2 


$257,164 $416,750-P + 62.0 


% Change 





D— Deficit P — Preliminary 


It will be observed that the profits for the 
first quarter of 1934 contrast with a net deficit 
in the first quarter of 1933, which was a period 
of serious business disorder and included the 
bank holidays. In the second quarter the 


profits were 85 per cent higher. In the third 
and fourth quarters of the year, however, 
profits fell off, and were not only smaller than 
in the first two quarters, but were 28 and 14 
per cent smaller, respectively, than in the 
corresponding quarters of 1933. The trend of 
quarterly profits over a ten-year period, to- 
gether with the Annalist Index of Business 
Activity, is shown by the accompanying index, 
which is based on 200 leading companies and 
is adjusted for seasonal variation (1926100) : 
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Comparison by Groups of Industries 


The tabulation of annual industrial and 
merchandising profits published herewith, 
classified by types of business, shows gains 
during 1934 in 28 out of 33 groups. In con- 
sidering the showing made by the different 
groups it should be borne in mind that the 
figures are based on a relatively small num- 
ber of the more important corporations which 
issue financial reports to shareholders and to 
the press; and while these reports may indi- 
cate the general trend of earnings, they do 
not, on account of the incomplete sampling, 
provide an accurate measure of the earnings 
either for individual groups or for industry as 
a whole. Earnings, in fact, of the limited 
group of corporations issuing public reports 
have averaged over a period of years much 
higher than the earnings of all corporations in 
the United States, as compiled from the offi- 
cial income tax returns. 

Moreover, it is always true that in every 
line some companies will be found moving 
contrary to the trend. For example, in the 
earnings reports so far tabulated, for every 
100 companies that showed progress either in 
improving earnings or overcoming deficits, 42 
companies made a poorer showing, in the form 
either of reduced profits or increased deficits. 
Decreased profits or increased deficits were re- 
ported by some companies in practically every 
group, and particularly in such industries as 
cotton, silk, wool, miscellaneous textile prod- 
ucts and apparel. 


Agricultural implement companies had a 
marked increase in earnings, reflecting the rise 
in agricultural income. In the machinery, 
electrical equipment, railway equipment, build- 
ing materials and other industries making 
capital goods, the majority of representative 
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INDUSTRIAL CORPORATION PROFITS FOR THE YEARS 1933 AND 1934 


Net Profits Are Shown After Depreciation, Interest, Taxes, and Other Charges 
and Reserves, but Before Dividends. 


Net Worth Includes Book Value of Outstanding Preferred and Common Stock 
and Surplus Account at Beginning of Each Year. 


(In Thousands of Dollars) 








Net Profits 


Years 
Industry 1933 


Agricultural Implements .... D-$ 6,541 
Amusements 
Apparel 
Automobiles 

AUtO ACCESSOTICS ......00e ssoosereee 


Bakery 
Building Materials 
Chemicals 
Coal MINING ......0... cccccrocserescees 
COttON MiLIS ......cccccccosrsceeeee 


Drugs and Sundrie............. 
Electrical Equipment 

Food Products—Misc. ......... 
Household Goods and Sup... 
Iron and Steel D- 


Machinery and Tools.......... . D- 
Meat Packing 
Mdse.—Chain Stores .... 
Mdse.—Dept. Stores 
Mdse.—Wholesale, etc. ........ 


Mining, Non-ferrous ............. 
Paper and Products..........00 
Petroleum 
Railway Equipment 6,989 
Rubber Tires, €te.......ccccccsese 11,632 11,673 


Shoes 12,254 18,234 
Silk and HOSiIery..........0000 ms 2,399 1,189 
Sugar D- 1,180 4,397 
Textile Products—Misc. ...... 5,341 1,614 
Tobacco 54,350 61,186 
Wool 7,475 7,519 
Miscellaneous—Mfg.  .......0000+ 57,466 72,034 
Miscellaneous—Services .... D- 853 1,602 


$ 1,878 
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Change 


Per Net Worth Per 
Cent January 1 Cent 
1933 1934 Change 


$117,966 
187,790 
106,630 
1,065,897 
119,754 


305,629 
427,619 
716,120 
228,949 
232,666 


151,793 
172,763 
623,699 
248,332 
3,002,756 


236,337 
611,778 
624,695 
142,529 
123,376 


391,573 
184,090 
512,581 
320,713 
323,706 


166,126 

51,732 
175,678 
145,529 
521,648 


104,442 
890,150 
256,068 


Per Cent 
jo; 


$125,429 
194,857 
109,784 
1,055,549 
124,780 


315,606 
457,742 
718,987 
239,676 
228,910 


171,960 
179,539 
637,350 
251,191 
3,079,863 


257,789 
612,508 
598,364 
141,617 
119,047 


348,327 
187,162 
512,749 
867,970 
322,784 


176,890 

62,217 
181,188 
156,586 
560,144 


96,065 
921,777 
270,859 
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Total $471,203 $673,259 





$13,785,266 $13,491,114 
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D—Deficit. 


companies reported gains, although in many 
cases the improvement was merely in reducing 
the size of the deficit. The iron and steel pro- 
ducers as a group continued last year to 
operate at a deficit, but of materially reduced 
size. 

Many of the industries reporting the best 
earnings last year were those which produce 
“consumers’ goods” such as food products, to- 
bacco, chemicals and drugs, shoes, paper, 
household goods and supplies, etc., and also 
chain stores, whose volume of business and 
earnings have been relatively well maintained 
throughout the depression. Automobile, auto 
accessory, rubber tire and petroleum companies 
also showed improvement. The baking com- 
panies, however, reported a moderate decline 
in earnings. 

Meat packers had a slight increase in dollar 
volume of earnings although their margin of 
profit was smaller. It is interesting to note 
that twelve of the packing companies for which 
sales figures are available, including the “Big 
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Four” (Swift, Armour, Wilson and Cudahy) 
had combined sales of $1,318,456,000 in 1933 
and $1,704,342,000 in 1934, an increase of 29.3 
per cent, while their combined net profits in- 
creased from $22,173,000 to $24,281,000 or by 
only 9.5 per cent, so that the net profit per 
dollar of sales declined from 1.68c in 1933 to 
1.42c in 1934. 


Treasury Statistics on Income 


We have referred to the probability that the 
earnings of all corporations, which are report- 
ed by the Treasury after the income tax re- 
turns are compiled and will not be available 
for 1934 until late this year, may vary con- 
siderably from those of the limited number 
which make public reports; and therefore 
caution our readers that any general con- 
clusions they may draw from these reports 
should be held subject to amendment. Over 
a period of years the profits of all corporations 
have been decidedly poorer than those of the 
sample group. 
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Thus the 1933 earnings of 1,475 manufactur- 
ing and trading corporations, published one 
year ago, showed net profits for this group of 
$660,655,000. However, the preliminary Treas- 
ury report, issued in December, showed profits 
for all manufacturing corporations of only $73,- 
000,000. The discrepancy was even more mark- 
ed in non-manufacturing corporations. The 
published reports of 1,925 corporations in all 
lines of business for 1933 showed earnings of 
$1,045,019,000, but the Treasury’s report for 
all corporations showed a loss of $2,359,000,000. 

Expressing this variance in terms of the ratio 
of net income to the net worth of the corpora- 
tions, the results are as follows: 


Income of Manufacturing Corporations in U. S. 


% of Net Income % of Net 
to Net Worth to Gross Income 
Treasury Preliminary Treasury 
Reports Reports Reports 
6.68 
4.13 


MUTT LTT 


ee 


2.1 
3.5 
6.7 
2.5 
D0.4 
2.6 
5.0 


The table also includes a calculation for all 
manufacturing corporations of the percentage 
of gross. income (which includes sales and 
other income) retained by the industries as 
profit, or in other words, as the share of capital 
in the value produced. 

It will be seen that the percentage of net 
to gross ranged from a high point of 6.68 per 
cent in 1919 to a deficit of 5.97 per cent in 
1932, while the 15-year average was 3.50 per 
cent. The remaining 96.5 per cent of gross 
income was paid out for wages and salaries, 
materials and supplies, taxes, interest charges, 
other expenses and reserves, but not including 
any dividend payments. If the deficit years 
1921, 1931 and 1932 were omitted from the 
calculation, and also the year 1933 for which 
preliminary reports indicated only a nominal 
profit, the average margin of net income to 
gross income for the remaining eleven years 
of relatively good business was but 3.77 per 
cent. 

Shrinkage of Industrial Capital 


The Treasury’s record of all manufacturing 
corporations also shows that the number of 
companies operating at a loss ranged from 23 
per cent of the total in 1919 to 83 per cent in 
1932 and averaged 46 per cent throughout the 
period. This, of course, is not to say that the 
same companies were in the red every year. 
While numerous corporations have continued 


to operate at a deficit for a long period, they 
will not and cannot do so indefinitely. 

The manufacturing industries as a whole 
had no net profit in 1931 or 1932, and prac- 
tically none in 1933. The net losses of 1931- 
1932 depleted their capital funds by $2,894,- 
000,000. Dividends paid caused a further re- 
duction of $3,612,000,000 in capital funds. It 
is very significant to note, however, that a 
comparison of the composite balance sheets 
of all manufacturing corporations shows that 
combined capital stock and surplus during 
these two years was reduced from $52,122,000, 
000 to $43,976,000,000 or by $8,146,000,000. 
The difference between the latter figure and 
the reported losses, plus dividends paid, is 
$1,640,000,000 and represents, for the most 
part, the writing down of assets which were 
charged directly against capital and surplus 
instead of against operations. The com- 
parisons of balance sheets would seem to indi- 
cate that the statutory net income of corpora- 
tions is probably overstated and that the 
special charge-offs, receiverships, reorganiza- 
tions, etc., which take place every year and 
are particularly heavy in bad years, cause a 
depletion of capital that is never reflected in 
the official statistics of income. Industrial 
progress brings about obsolescence, and obso- 
lescence is an important but often overlooked 
offset against profits. 

Some of the reported gains in profits during 
the last three years reflect merely the account- 
ing procedure of having written down assets 
and capitalization, which automatically re- 
duces depreciation and other charges and per- 
mits a profit to be shown on a reduced volume 
of business. Many going corporations had on 
December 31, 1934 a net worth of less than 
half that of December 31, 1929. 

While it is impossible to assemble with ac- 
curacy all the figures relating to industrial 
profits and losses, cash and stock dividends 
paid, new capital subscribed and capital re- 
deemed, recapitalizations, reorganizations and 
liquidations and the value of outstanding se- 
curities, the available figures raise the question 
of whether the average shareholder in Ameri- 
can industry has received any net return what- 
ever on his investments held over a consider- 
able number of years. 


The Constitution on Money 


The people of this country have had a new 
introduction to their Constitution through the 
gold cases which have been the center of in- 
terest in the Supreme Court. That great 
charter of our National Government has been 
subjected in recent years to so many indigni- 
ties in the way of amendments not in keeping 
with its original character, and so many pro- 
posals for legislation that have ignored its 
fundamentals, that it has been well to have 
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serious consideration given to its provisions 
upon one important subject, to-wit, money, if 
for no other result than that the Constitution 
itself may be compared with attempts to im- 
prove upon it. Although the Supreme Court 
divided 5 to 4 in these cases, the opinions re- 
veal no obscurity in the provisions of the Con- 
stitution itself. That document’s fame for 
simplicity and clarity is fully sustained. The 
controversy has been outside of its provisions. 

Apparently the people of this country have 
little knowledge of the Constitution, its ori- 
gin, provisions or why it possesses authority. 
Every time a new proposal is made for ex- 
tending the powers of government, national 
or state, in the field of individual liberty, an 
outcry is raised, in substance, “Why does an 
ancient document, written for other times, 
have any authority over a representative as- 
sembly of this day? Are we not a free peo- 
ple?” This attitude implies little apprecia- 
tion of the fact that the Constitution is the 
solemn compact by which the thirteen Colo- 
nies which had fought as one body to win 
their independence agreed to terms upon 
which they would form a Nation. 

They had fought the revolution as “The 
United States of America,” but the unity was 
almost wholly in the common purpose, to 
throw off the rule of Great Britain. Their 
confederation afforded only the feeblest sort 
of a government while war lasted and there- 
after had almost no authority. The leaders 
knew the need for continuing cooperation, and 
the more sagacious ones knew that this could 
be effective only through a Government of 
assured authority, to which their several 
states would be in many respects subject. It 
must have its own contacts with the people, 
with power to make and enforce laws, levy 
taxes, establish a monetary system, regulate 
trade, declare war and negotiate with other 
nations. 

From this conclusion they shrank. They 
had one thing in common, viz., their British 
heritage, but even so they differed much in 
some human characteristics, and even more 
in economic interests. They were alike in 
their determination that nobody should rule 
over them, and they knew so little of each 
other that each feared it would be in a help- 
less minority under new and intolerable mas- 
ters. But the alternative was an imminent 
prospect of having the confederation lapse 
into the thirteen communities, with numerous 
disputes among them in prospect, the danger 
of civil war, of foreign aggression and pos- 
sibly of grave social disorders. 

Under these conditions, each of these states 
sent their most trusted leaders to the Conven- 
tion which drafted the Constitution for sub- 
mission to the people for their consideration. 
The Convention did not readily reach an 


agreement, but it labored with a profound 
sense of responsibility. 

If the Convention did not readily reach an 
agreement, neither were the people of the 
several states ready to promptly ratify its 
action. They were in a state of great con- 
fusion about it. To illustrate, the people of 
New York had a vision of the future value of 
their great harbor, and hesitated to surrender 
sovereignty over it and over their trade. Two 
of the three delegates from New York to the 
Convention (John Lansing and Robert Yates) 
embalmed their names forever in history by 
withdrawing from the Convention (Hamilton 
alone remaining), saying that “had the Legis- 
lature of New York apprehended that the 
powers of this body (the Convention) would 
have been construed to extend to the forma- 
tion of a National Government, to the extin- 
guishment of their own independence, no dele- 
gate would have appeared from that state.” 
The difference between Hamilton and these 
worthy gentlemen was in his superior under- 
standing of what the United States of America 
would do for the prosperity of New York. It 
was the difference between great and small 
public men from that day to this: the one type 
planning for the prosperity of every part 
through the prosperity of the whole, and the 
other type haggling over the relations be- 
tween the parts, to the injury of all. In Vir- 
ginia, Patrick Henry—who at the outbreak 
of the revolution had fervently declared that 
“the distinctions between Virginians, New 
Yorkers and Pennsylvanians are no more; I 
am not a Virginian; I am an American!”— 
now led the opposition to the report of the 
Convention. As soon as independence of Great 
Britain was assured the orator’s instinct for 
liberty prompted him to oppose any new au- 
thority. The pressing practical problems con- 
fronting the thirteen states were of minor im- 
portance to him. 

Eventually public opinion yielded to the 
same considerations which had brought the 
Convention to agreement. First, the problem 
narrowed inexorably to the two alternatives, 
and, second, there was no rational choice but 
to form the United States of America. 

And so the most momentous merger of all 
time was accomplished, by means of a Plan of 
Government, which is at once comprehensive 
and a marvel of condensation. The men who 
wrote it were the elect of America at that 
time; they were scholars and statesmen; 
they knew the history of Government and all 
worthwhile that had been written about it to 
that time, and they were under pressure to 
make the most of their knowledge quickly 
and in few words. The Preamble is a fitting 
introduction to the document they produced. 
It deserves to be read more often than it is: 


WE, the People of the United States, in order to 
form a more perfect Union, establish Justice, insure 
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domestic Tranquility, provide for the common De- 
fence, promote the general Welfare, and secure the 
Blessings of Liberty to ourselves and our posterity, 
do ordain and establish this CONSTITUTION for the 
United States of America. 


The judgment of mankind upon the Con- 
vention’s work has been in general accord 
with the deliberate estimate of Gladstone, to- 
wit: that it is “the most wonderful work ever 
struck off at a given time by the hand of 
man.” 

This is not to say that it affords a ready 
solution for every problem and is thus a com- 
plete and final chart of government for all 
time. It is a short document, dealing with 
principles rather than with particulars. The 
principal grants of power are stated plainly, 
and then is added authority “to make all laws 
which shall be necessary and proper for carry- 
ing into execution the foregoing powers and 
all other powers vested by this Constitution in 
the Government of the United States, or in 
any Department or officer thereof.” And on 
the other hand, one of the early amendments 
carries the explicit restriction—already fully 
implied throughout the body of the text—that 
“the powers not delegated to the United 
States by the Constitution or prohibited by 
it to the States are reserved to the States re- 
spectively or to the people.” Within these 
two provisions lies the field for legislation 
under the Constitution. 

The makers did not attempt to deal with 


every known or possible problem. The slavery 
question already loomed upon the horizon, but 


the Convention did not deal with it. It had 
not become a vital issue, and could be ignored, 
but not settled even then. 

The makers were so far from seeking to 
fetter the freedom of those who followed 
them as citizens of the Republic that they 
prescribed the procedure by which the Con- 
stitution might be amended. The provisions 
are little more than a needed safeguard 
against hasty or indifferent action; in truth, 
experience has demonstrated that they are 
scarcely sufficient to accomplish this desirable 
purpose. They were intended only to empha- 
size the grave importance of all proposals for 
enlarging the field of unrestricted legislation. 

The Constitution, by its nearly 150 years 
of guidance and protection, has demonstrated 
the wisdom of its makers. Not only the Con- 
stitution itself, but a great part of what has 
been done to it since it left the hands of its 
makers, has raised a reasonable presumption 
against every proposal for altering it. 


The Money of the Constitution 
From time to time a goodly number of peo- 
ple have been agitated upon this subject. The 
gold cases have aroused a special interest in 
it, and a review of the language of the Consti- 
tution and of certain earlier decisions may be 
helpful to an understanding not only of the 


latest cases in court but of some of the cur- 
rent popular representations on the subject. 
The comments which follow upon the decisions 
are made in no spirit of contention or criti- 
cism, but solely to assist our readers to an 
understanding of the Constitutional questions 
raised and also of the bearing of the decisions 
upon the business problems confronting the 
country. 

The provisions of the Constitution regard- 
ing money are very brief and simple. They 
appear in two short paragraphs of section 8, 
article 1 which as a whole consists of enumer- 
ated and specific grants of power to the Con- 
gress. The two paragraphs read as follows: 


5. To coin money, regulate the value thereof, and 
of foreign coin, and fix the standard of weights and 
measures; 


6. To provide for the punishment of counterfeiting 
the securities and coins of the United States. 

This is the entire grant of power on this 
subject. There is no provision for issues of 
paper money by the United States Govern- 
ment, and in view of the experience of the 
country with the so-called continental cur- 
rency issued by the Congress of the preceding 
confederation, it is quite certain that this 
omission was deliberate. 

The following quotation is from the article 
on “Banking in the United States,” of the En- 
cyclopedia Americana, 1925 Edition, p. 169. It 
follows an account of the establishment of the 
Bank of North America, Philadelphia, in 1781, 
chartered by the Continental Congress and the 
States of Delaware and Pennsylvania, to sup- 
ply a currency to take the place of the “con- 
tinental” currency which was no longer ac- 
cepted in circulation: 


The facts above referred to in regard to the de- 
preciation of the paper currency are substantiated 
from the following extracts from a newspaper of 
that period: 

“The Congress is finally bankrupt. Last night a 
large body of the inhabitants, with paper dollars in 
their hats, by way of cockades, paraded the streets 
of Philadelphia, carrying colors flying, with a dog 
tarred, and instead of the usual appendage and orna- 
ments of feathers, his back was covered with the 
Congress paper dollars. This example was directly 
followed by the jailer, who refused accepting the 
bills in purchase of a glass of rum, and afterwards 
by the traders of the city, who shut up their shops, 
declining to sell any more goods but for gold and 
silver.” 

The purchasing power of government paper was at 
an end, and Congress turned to a bank, organized on 
a specie basis, for relief from the evils of a depreciated 
currency. 


This situation, fresh in the knowledge of the 
Constitutional Convention, in 1787, amply ac- 
counts for its making no provision for govern- 
ment issues of paper money. In article 1, 
section 10 appears this further provision: 


No State shall enter into any Treaty, Alliance, or 
Confederation; grant Letters of Marque and Reprisal; 
coin Money, emit Bills of Credit; make any thing but 
gold and silver coin, a Tender in Payment of Debts, 
pass any Bill of attainder, ex post facto Law, or Law 
impairing the Obligation of Contracts, or grant any 
Title of Nobility. 


Thus while withholding authority for any 
issues of paper money by the United States 
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Government, the Convention placed an inhibi- 
tion upon any such issues by the States, and 
forbade them to make anything but gold and 
silver a legal tender in payment of debts. 

These quotations are informing as to the 
attitude of the Constitution-makers toward 
government issues of paper money. It is 
pertinent in this connection to show that they 
were not opposed to a bank-note currency, 
but on the contrary held the opinion that the 
issuance of a paper currency was properly a 
banking function, instead of a function of gov- 
ernment. They considered such currency as 
a useful facility of trade and when kept re- 
deemable in specie as a desirable means of 
economizing the use of specie (in those times 
not over-abundant) but they did not regard it 
as money in the sense in which they used that 
word in the Constitution. The Constitution 
recognizes nothing but gold and silver as 
money and provides that nothing else shall 
be a legal tender. 


Bank Credit as Currency 


When the continental currency became 
worthless, resort was had to a bank-note cur- 
rency for which the Bank of North America 
was established. Its capital was supplied from 
private sources, and the bank was promoted by 
Alexander Hamilton and Robert Morris (both 
afterward members of the Constitutional Con- 
vention) for a public and patriotic service. 

By the time the Constitution was adopted 
there were banks in several states, organized 
under State charters and issuing their circulat- 
ing notes as means of payment, but without 
the legal tender quality. The Convention of 
course was aware of this currency, and no- 
body regarded it as in contravention of the 
principles of the Constitution. 

Alexander Hamilton had been the most 
active promoter of the Constitutional Con- 
vention and became the first Secretary of the 
Treasury. In his first report to the Congress 
he proposed that a charter be granted to a 
private corporation, authorizing it to establish 
a banking institution to be known as the Bank 
of the United States. His primary purpose 
was to create a responsible banking organiza- 
tion, which might have branches in the im- 
portant cities and would be the right arm of 
the Treasury in the collection and disburse- 
ment of revenues, in transferring funds from 
one place to another, and in all the financial 
operations of the Government; also that would 
issue currency notes, redeemable in specie, 
which would be an acceptable means of hand- 
to-hand payments. They were to be receiv- 
able for all dues to the Government, but not 
a legal tender for debt between individuals. 
He based the proposal for the charter on the 
implied powers of the Congress to pass any 
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legislation necessary to enable the Govern- 
ment to carry on the functions with which it 
was charged, and upon the obvious fact that 
a competent banking institution doing busi- 
ness with the public was necessary to an 
efficient handling of the financial operations 
of the Government. The plan provided that 
the United States Government should sub- 
scribe for one-fifth of the capital stock. 

The former members of the Constitutional 
Convention divided over the bank charter, and 
the President’s Cabinet divided. Jefferson and 
Madison opposed it, but Washington sup- 
ported it and the Congress adopted it. 

In presenting his argument for the charter 
Hamilton expressed his judgment in favor of 
a currency issued by such an institution over 
emissions of Government notes, saying that 
the right of issue in the latter case was “so 
certain to be abused that the wisdom of the 
Government will be shown in never trusting 
itself with the use of so seducing and danger- 
ous an experiment.” No doubt this was the 
view of the Constitutional Convention and the 
view held generally at that time. The op- 
ponents of the Federal bank were not advo- 
cates of Government issues of paper money. 

The bank charter was limited to twenty 
years, and the institution discharged its func- 
tions to the general satisfaction of the Gov- 
ernment and the public throughout that time, 
but by reason of certain political antagonisms 
originating in the sponsorship of Hamilton, it 
failed by small majorities to obtain a renewal 
of its charter in 1811 and was obliged to retire 
from business. We have not the space here 
to review the conditions which followed, ex- 
cept to say that five years later, under the 
Presidency of James Madison, who had voted 
against the first charter, and with the support 
of many members of Madison’s party who 
previously had opposed the policy, the second 
Bank of the United States, with practically 
the same powers, was chartered for another 
twenty years. However, this Bank also be- 
came involved in politics and thus failed to 
obtain a renewal of its charter. From that 
time to the establishment of the National 
banking system the only authorized paper 
currency was that issued under State banking 
systems. We have given this sketch of bank- 
ing during the first seventy-five years of the 
Constitution to show that there is no basis 
whatever for the representation that the use 
of bank credit as means of payment has 
usurped the authority of the Congress under 
the Constitution. In the last fifty years the 
practice of using bank deposits, transferred by 
private checks, has become by the choice of 
the public the principal means of payment in 
this country. This system, as amplified by 
the clearing process, affords the most con- 
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venient and economical means of accomplish- 
ing the current exchanges that ever has been 
devised. 


The Authority of the Congress over Money 


Returning from the above diversion to the 
subject of paper money, we recur to the lan- 
guage of the Constitution touching standard 
money, the only “money” of which it takes 
cognizance. Moreover, this brings us to the 
questions involved in the recent decisions. The 
words “regulate the value thereof, and of for- 
eign coin” confided to the Congress the au- 
thority to fix the contents of the domestic 
coins of the new monetary system and the 
value of foreign coins in relation to the domes- 
tic coins. Until the establishment of the 
United States Mint and for some years after- 
ward, coins of foreign mintage were in com- 
mon circulation in this country and were 
given legal tender values by our laws. 

However, there is no reason to believe that 
the theory of a “managed currency,” or the 
idea that the standard coins should be altered 
from time to time on account of changes in the 
commodity price-level, was in the minds of the 
Constitution-makers. The new nation required 
a monetary system, and they proceeded to 
prescribe the essential terms upon which it 
should be organized. They determined that it 
should be bimetalic, as were all other mone- 
tary systems of the world at that time. They 
determined that no paper money or “bills of 
credit” to circulate as such should be issued by 
either the National Government or the State 
Governments, and that nothing but gold and 
silver should be legal tender. They did nothing 
about banking, and plainly did not regard bank 
notes as money. Subsequent history demon- 
strates that there was no popular opinion 
against bank notes, but on the contrary they 
were regarded as a proper and necessary 
means of economizing the use of specie. The 
Constitution-makers evidently proposed that 
the Federal Government should coin gold and 
silver as these metals were brought to the 
mint, that these coins would constitute the 
standard of value and, together with bank 
notes, would constitute the media of exchange. 
There is no reason to believe they intended 
that the Congress should have any responsibil- 
ity for the money beyond determining the con- 
tents, weight, etc., of the coins and their 
relative value to each other. It was necessary 
to determine the ratio at which gold and silver 
would be coined and this was one of the details 
that was left to the Congress. The Convention 
had not the time for these particulars, and that 
they had to be provided for, amply accounts 
for the simple phrase to which such vast im- 
portance has been attached. We repeat that 
there exists no evidence that the Convention 
intended that the Congress should undertake 


to regulate the quantity of money from time 
to time or its purchasing power. Moreover, if 
the monetary system had been left to the pres- 
ent day as the Convention planned it, and 
adequate legislation had been adopted for the 
control of bank credit, the country would have 
escaped an immense amount of trouble. Some 
of the state banking systems of the first 
seventy years were very good, but many of 
them were very inadequate and on the whole 
they were elements of weakness rather than 
strength in every period of strain. 


The Greenback Issues 

In 1861 a new factor was introduced into the 
monetary system. An important body of states 
attempted to secede from the Union and the 
authorities at Washington faced a grave emer- 
gency. The revenues from the seceding states 
were cut off, and with a formidable war in 
prospect, it seemed to them impossible to raise 
money fast enough by taxation and loans to 
meet the needs of the Government. They re- 
sorted to issues of Treasury notes, in the form 
of promises to pay dollars on demand, said 
“dollars” being construed by the Government 
and the courts to mean the coined dollars of 
the United States. The notes were made a 
legal tender, but soon depreciated below 
parity with coin, also in purchasing power 
over commodities, and suits were brought to 
determine the validity of the legislation mak- 
ing them a legal tender. They were held to 
be a legal tender for general purposes, but not 
in cases where payment in specie was specific- 
ally promised. These are the famous legal 
tender cases referred to in the recent decisions 
and the minority opinion. 

We have not the space here to review these 
opinions (first and last) in detail, but it is evi- 
dent that in the early cases the Court was im- 
pressed that the Government faced a grave 
emergency, and that the situation was one in 
which the doctrine of “implied powers” might 
properly come into play. They held that un- 
der the circumstances, and in view of the im- 
plied powers of sovereignty, as exercised by 
other nations, the promises to pay coined dol- 
lars might be made a legal tender, but not in 
the case of the specie contracts. The latter 
were held to be valid. 

In the recent cases wherein the issue is over 
the gold clause in corporation bonds and other 
private obligations, the decision of the Court 
relies primarily on the authority vested in 
Congress by paragraph 5 quoted above, which 
is accepted as unqualified so far as the stand- 
ard money is concerned. It leans heavily also 
upon the legal tender decisions and the theory 
of sovereignty, but goes far enough beyond 
them in its treatment of the gold clause to hold 
that the contract is not for the payment of 
gold coin as a commodity or as bullion, but to 





pay money, and therefore subject to the au- 
thority to regulate the value of the standard 
money. The Court, however, goes on to say: 


We also think that, fairly construed, these clauses 
were intended to afford a definite standard or measure 
of value, and thus to protect against a depreciation 
of the currency and against the discharge of the ob- 
ligation by a payment of lesser value than that 
prescribed. 


When these contracts were made they were not 
repugnant to any action of the Congress. 


The decision answers the argument based 
upon contract rights (section 10 above) by 
holding that since the power to regulate the 
coin existed in the Congress from the begin- 
ning, everybody was on notice that it could 
not be contracted away; and holds that these 
cases differ from the specie-greenback cases 
in that when the latter were decided, no act of 
Congress had pronounced such contracts il- 
legal. This is henceforth the law, but it hardly 
affords an answer to the question why section 
8 and section 10, being of apparently equal 
authority should not be construed in harmony 
with each other. 


The “Emergency” Basis for the Greenbacks 


It will be seen that the interpretations of 
the Constitution from time to time have given 
increasing power to the Congress, but except 
for the grant to “regulate the value thereof,” 
they are based upon the emergency issue of 
greenbacks. It is natural and proper that the 
Courts should be on their guard against tres- 
passing upon the rightful powers of legislative 
bodies. That is to be considered in weighing 
all of these decisions. Also allowance can be 
made for the alarm of the Washington au- 
thorities in 1861 which prompted the issue of 
greenbacks, but competent students of that 
situation have long since reached the conclu- 
sion that the issues of greenbacks were un- 
necessary and a mistaken policy. They were 
opposed at the time by the bankers of New 
York, Boston and Philadelphia, who urged that 
the needs of the Treasury could be met by 
taxation and loans, provided the proceeds of 
loans were allowed to remain in the banks 
until disbursed through regular expenditures 
which returned the currency to circulation, 
instead of being transferred to the Treasury 
vaults.* The independent treasury, which 
Daniel Webster had likened to the fiscal sys- 
tem of Darius, the Great King of Persia, forced 
the banks to suspend specie payments. If the 
Bank of the United States, planned by Hamil- 
ton, or the second Bank, planned by Madison, 
or the Federal Reserve System of today, had 
been at the service of the Treasury in 1861, 
no greenback issues would have been neces- 
sary. Furthermore, if the cooperation of the 
bankers of leading cities had been accepted, 


*See “Money: Its Laws and History” by Henry V. 
Poor, 1877, pp. 556-579, and George S. Coe, Pres., 
American Exchange National Bank, Bankers’ Maga- 
zine, N. Y., January, 1876. 
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there is good reason to believe that the situa- 
tion could have been successfully handled 
without a suspension of specie payments or 
the issue of legal tenders. The total issue of 
greenbacks during the war was only $450,- 
000.000, which was but a small part of the 
total sum raised by the Government during 
that emergency. The bulk of the Treasury’s 
income was raised by taxation and loans, and 
if it had all been raised in that manner the cost 
of the war would have been much less than it 
was with the use of a depreciated currency, 
not to speak of the effects of currency and 
price inflation upon all private business, with 
the resulting increase of indebtedness, the 
post-war panic (1873) and the dragging de- 
pression to 1879, while the country was in a 
state of agitation and suspense regarding the 
future monetary policy. 

The standard coins of the monetary system 
were not altered during the greenback inter- 
regnum, but specie payments were resumed 
without difficulty in 1879, and a great decade 
of prosperity followed. It is well to consider 
also that the “emergency” interregnum was 
itself a mistake. If the policy outlined by the 
Constitution had been strictly adhered to, it 
would have been avoided and the famous legal 
tender cases never would have appeared in 
the law books to perplex the statesmen and 
jurists of succeeding generations. 


A Unanimous Decision 


We have not the space to discuss the de- 
cisions further, beyond a reference to the 
unanimity of the Court in the opinion that the 
joint resolution of June 5, 1933 went beyond 
the authority of Congress in overruling (ap- 
parently with success) the gold clause written 
by act of Congress into its own Liberty bonds, 
sold in war time as the best security in the 
world. There is no dissent from this opinion 
among the nine Justices of the Supreme Court. 
We cannot refrain from an expression of re- 
gret that a majority finds that on account of 
paragraph 5 there is no redress for the bond- 
holders but by a suit for damages, and little 
prospect of any by that resort, since the pre- 
sumption is against damages, although the act 
of devaluation was avowedly for the purpose 
of reducing the purchasing power of money. 

A decision of the Supreme Court is possibly 
even more authoritative than a provision of 
the Constitution itself, for the latter is subject 
to interpretation and an interpretation today 
may be the basis of a further interpretation a 
half-century later. But whatever its inter- 
pretation may be the Supreme Court has the 
last word, and we owe a loyalty to the Court 
which is inseparable from our loyalty to the 
Constitution itself. There must be a last word 
to every controversy; somebody must be 
designated to say it; and the Supreme Court 
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was established by the Constitution for that 
purpose. Order is Heaven’s first law, and 2 
civilized people will settle its disagreements, 
write off its mistakes, and move on to the busi- 
ness of getting an orderly living. 


The Bearing of the Recent Decisions Upon 
Future Policies 

Nearly two years have passed since the 
policy of depreciating the value of United 
States money in the exchanges of the world 
began. The formal devaluation was a further 
act in that policy. To some extent the mal- 
adjustments in the economic situation have 
been corrected, but such gains as have been 
made are traceable to other causes to a greater 
extent than to devaluation. Unfortunately 
much that has been done by way of artificial 
regulation has had the effect of counteracting 
the corrective effects of readjustments. It is 
obvious that trade revival is obstructed, enter- 
prise discouraged and consumption held to a 
low volume by the maladjustments and uncer- 
tainties that perplex business. 

The devaluation of January, 1934, has been 
confirmed by the Court of last resort. It is 
settled that the Congress had the power to 
make the change, but since the power remains 
to make further changes at its pleasure nothing 
has been really settled but the authority of 
Congress. The results of the devaluation of 
approximately 41 per cent have been dis- 
appointing because there is no demand for 
the increased supply of money which it has 
made available. Enterprise and trade are 
stagnant, because of maladjustments and un- 
certainties, and one of the chief uncertainties 
relates to the possibility of further devalua- 
tion. There must be a solid foundation upon 
which to build a structure which consists of 
confidence, enterprise and cooperation. 

One thought more: Whenever confidence 
and cooperation are restored to an extent 
which calls into full employment the present 
resources of money and credit, the price level 
in the United States may be carried above any 
level heretofore known, with corresponding ad- 
vance in the cost of living. If this occurs, the 
creditor class holding savings bank deposits, 
insurance policies, and railroad bonds, with 
or without gold clauses, will have sustained 
enormous losses through reduction in the pur- 
chasing value of the currency. Should these 
potential losses be multiplied by adding to the 
supplies of money through further devalua- 
tion? 


Proposed New Banking Legislation 





The proposals affecting the banking system 
embodied in the new bill before Congress 
known as the Banking Act of 1935 are of so 
fundamental a nature as to make this bill the 
most important piece of banking legislation 


since the Federal Reserve Act. The bill is of 
importance to every bank depositor because it 
concerns the soundness and liquidity of bank- 
ing assets, and it is of importance to every 
man, woman and child because it concerns the 
value of money. In a country like the United 
States, where 90 per cent of the aggregate 
value of all payments is made by checks 
drawn against bank deposits, it is obvious that 
the volume of bank credit is a far greater fac- 
tor in determining what the dollar will buy 
than the amount of currency outstanding. This 
is the reason why this bill proposing to re- 
model the banking system is a matter of vital 
interest, not only to bankers, but to every in- 
dividual who has savings or other kinds of 
property, or who uses money for any purpose 
whatever, and this of course means everyone. 

The bill is divided into three parts, desig- 
nated Titles I, II and III. 

Title I covers principally amendments to the 
Federal Deposit Insurance law, including 
highly important changes in the provisions of 
the permanent plan relating to maximum 
limits of insurable deposits and assessments 
to which bank members of the insurance cor- 
poration would be liable. As the law now 
reads, bank deposits after July 1 next will be 
insured in full up to $10,000, at the rate of 75 
per cent on all amounts between that and 
$50,000, and at the rate of 50 per cent on all 
amounts over $50,000, with no limits on the 
assessments that might be called for to make 
good any deficiencies in the insurance fund. 
Under the amendments now proposed, insur- 
ance would be restricted to deposits of $5,000 
maximum, and assessments would be fixed at 
not more than one-twelfth of one per cent an- 
nually of the total domestic deposits of bank 
members of the insurance fund. 

While we do not wish to give endorsement 
to the principle of deposit insurance, we re- 
gard the proposal to limit insurance to deposits 
of no more than $5,000 as constructive, inas- 
much as it will limit the liability against the 
insurance fund, while at the same time cover- 
ing something like 98 per cent in number of 
bank depositors. The proposal to fix a limit on 
assessments is also constructive, though the 
plan to levy such assessments on the basis of 
total deposits, rather than insured deposits, is 
unfair in that it discriminates against the larger 
banks which have large deposits in excess of 
$5,000 on which they would be taxed without 
compensating insurance protection. On the 
whole, the bill as introduced represents a vast 
improvement over the present permanent in- 
surance plan, and, with appropriate modifica- 
tions, ought to be acted upon at this session. 

Title III of the proposed bill likewise pre- 
sents no fundamental difficulties, being com- 
posed mainly of amendments sponsored by the 
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Federal Reserve Board and Comptroller of the 
Currency, and designed to clarify and adjust 
various sections of the Banking Act of 1933 in 
the light of experience. 


Title Il—Amendments to the Federal 
Reserve Act 
Title II constitutes the heart of the bill, con- 
taining as it does proposals for fundamental 
changes in banking control and practice. It is 
this section in particular which calls for most 
careful consideration. Briefly stated, the 
changes proposed in this section include: 


1. Limitation of the self-governing character of 
the Federal Reserve Banks, and the centralization of 
the control in the Federal Reserve Board and the 
President, 

2. Broadening the eligibility requirements of the 
Reserve Banks,—now restricted to self-liquidating 
commercial paper or member bank notes secured by 
U. S. Government obligations,—to include any “sound” 
assets of member banks; Federal Reserve notes to be 
secured by a first lien on all assets of the issuing 
Bank. 

3. Authorization of national banks to invest their 
entire capital and surplus in real estate loans, which, 
if amortized, may be up to 75 per cent of the value 
of the property and run for twenty years; such invest- 
ments in real estate to be in addition to ine banks’ 
own premises. 


It is evident that these proposals concern 
basic principles of our central banking organi- 
zation. These principles, as they were laid 
down in the Federal Reserve Act of 1913, were 
drawn from years of study and discussion dat- 
ing back particularly to the panic of 1907 
which exposed the intolerable weakness of our 
banking system in a manner so convincing as 
to inspire the demand for banking reform. 
Responding to an aroused public opinion, 
Congress in 1908 appointed a National Mone- 
tary Commission, headed by Senator Nelson 
W. Aldrich; to survey the banking system and 
make recommendations for its improvement. 

This commission undertook an exhaustive 
study, lasting over a period of three years, 
during the course of which it held extensive 
hearings, and visited many foreign countries. 
The report of the commission, published in 
twenty-three volumes, comprises the most 
complete treatise on central banking ever as- 
sembled. Regardless of how much the framers 
of the Federal Reserve Act may or may not 
have drawn from this particular report, the 
report is of significance today, not only be- 
cause of the vast amount of information which 
it contains, but because it is indicative of the 
painstaking research and scientific thought de- 
voted to the problem of banking reform a 
generation ago. 


The Need for Banking and Currency Reform 

The foregoing does not imply, of course, 
that the Federal Reserve System, as estab- 
lished in 1913, represented the last word in 
banking development, and that any change 
from the principles then laid down is neces- 
sarily undesirable. The fact that more than 
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twenty years have passed since the enactment 
of the Federal Reserve Act would alone con- 
stitute reason for a thorough-going review of 
the workings of the System in the light of 
practical experience. When, in addition, con- 
sideration is given to the manner in which our 
banking and currency laws have been patched 
up and amended over the years, and particu- 
larly since the emergency legislation, until 
they bear little semblance to the former order, 
the need for a scientific restudy of the whole 
question of banking and currency is clearly 
apparent. 

In any attempt to judge the Federal Reserve 
System on the record, due allowance must be 
made for the extraordinary conditions of the 
times. It would be a mistake to expect that 
any banking system could be set up that would 
insulate the country from the economic con- 
sequences of a great war and the inflation that 
goes with it. The shattering effect of war 
upon all economic relationships must always 
be borne in mind in connection with much of 
the current criticisms of existing economic in- 
stitutions. Nevertheless, after all proper al- 
lowances have been made, it must still be ad- 
mitted that the functioning of our central 
banking system has left much to be desired. 

The question at issue, therefore, is not 
whether our banking and currency laws need 
revision—of that there can be no doubt—but 
what is the best way to go about revising 
them? Is it advisable to rush through legisla- 
tion of such fundamental importance without 
opportunity for any real discussion, or is it 
advisable to take time out for mature thought 
and deliberation? 

A quarter of a century ago when the coun- 
try faced problems of similar character and 
import the Congress appointed the National 
Monetary Commission. Something over five 
years ago when Great Britain faced vital 
problems of monetary policy the British Gov- 
ernment appointed a distinguished commis- 
sion, composed of leading experts in banking 
and finance, popularly known as the Macmillan 
Committee, “to inquire into banking, finance 
and credit, paying regard to the factors both 
internal and international which govern their 
operation, and to make recommendations cal- 
culated to enable these agencies to promote 
the development of trade and commerce and 
the employment of labor.” 

Insofar as the vital provisions of Title II 
of this bill are concerned, it is difficult to see 
how anything will be gained by haste. It is 
easy to see how much might be lost. There 
can be no doubt but that.the country would 
feel far more secure, and the chances of reach- 
ing wise conclusions far greater, if this section 
of the bill were reserved for more extended 
study and debate. 
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